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BRAZIL: KEY ECONOMIC INDICATORS 


Exchange Rate as of December 28, 1984 - US$1.00 = Cr$3168 


1982'% 1983! 1984?/ 
Exchange Rate, Money Supply and 
Domestic Prices 
Exchange Rate (Cr$ per US$) 251.4 979. 3168. (Dec. ) 
Exchange Rate (year average) 33 575. N/A 
Inflation (IGP) % (unpurged) 99.7 zit. Zix (Sept. ) 
Inflation (INPC) % (Cunpurged) 99.4 179. 197. (Sept.) 
Money Supply (Ml, year-end 4053.2 7782. 7514. (est.) 
billion Cr$) 


National Accounts 
GDP in Current Dollars 295. 
(billions) 
GDP Growth in Constant 
Cruzeiros (%) Ka 
Per capita GDP in Current Dollars 2360. 


Industrial Indicators 

Industrial Production Index (%) 
of which extractive (%) 

manufacturing (%) 

Automobiles (thousands) 

Raw Steel (million MT) 

Industrial Electrical Consumption 
(billion kWh) 


Balance of Payments (US$ billion) 
Exports 
primary products 
industrialized products 
Exports to the U.S. share 20.5 
Imports 
oil/other fuels 
intermediate goods 
capital goods 
consumer/other goods 
Imports from U.S. (%) 
Trade Balance 
Interest Payments (net) 
Other Services (net) 
Foreign Debt (gross) 
Foreign Reserves (gross) 
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(est.) 
(est.) 
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1/ Year-end values 


2/ July 31, 1984, unless otherwise noted; percentage figures over equivalent 
prior period 
N/A: figures unavailable beyond Dec. 31, 1983 





INTRODUCTION AND SUMMARY 


The short term prospect is for more austerity but with the beginning of an 
economic upturn since Brazil is rebounding from the bottom of the economic 
trough. Brazil has a strong agricultural and industrial base, and has become 
a significant factor in the world soybean, orange juice, automobile, steel, 
aircraft, shoe, textile, ship-building, construction and consumer goods 
markets. In addition, some of the large investment projects of the past 
decade in roads, energy and industrial infrastructure are starting to 
contribute to the economy. 


Short term investment and export opportunities for U.S. firms remain limited. 
A gradually improving economy probably means some import growth. Foreign 
investment will likely remain flat. In addition, some sectors of the economy 
are closed or highly restrictd to foreign investors and exporters. The most 
promising areas for U.S. exports are avionics, specialized oil field supplies 
and instrumentation and some capital goods. 


The overriding political question of the Presidential succession was resolved 
with the indirect election of Tancredo Neves on January 15, 1985. Tancredo 
Neves, like his opponent, the Government Party's canadidate Paulo Maluf, is a 
political and economic moderate. To date, there are few indications of what 
economic policies the administration will develop. 


ECONOMIC POLICY 


Brazil is in the third year of an economic adjustment program supported by an 
extended arrangement with the IMF. The objective of the program is to reduce 
the requirements for foreign financing by implementing major structural 
adjustments in the economy. Major features of the program include a large cut 
in the public sector deficit, reductions in subsidies, realignment of sectoral 
prices to improve the trade balance and encourage agricultural production, 
positive real interest rates to encourage domestic saving, and a tight 
monetary policy to contain inflation. 


Implementation of the program was fairly ragged in early 1983 but since the 
second half of 1983 has been proceeding fairly well. The operational deficit 
of the public sector was reduced to 2.5 percent of GDP in 1983 from 6.6 
percent of GDP in 1982. The target for 1984 was a small real operational 
surplus in public sector accounts. 


Monetary policy was very tight relative to the trend of inflation in 1983. In 
1983 the money supply -- M-1 -- increased 95 percent and the monetary base 
increased 89 percent. Inflation in 1983 was 211 percent. 





For 1984 targets of 50 percent were set for growth in M-1 and the monetary 
base. During the first quarter, results were in line with the targets but 
since then the growth in monetary aggregates have exceeded the targets to such 
an extent that in September the IMF raised the targets for growth in M-1 and 
the monetary base to 95 percent for the year. In the first nine months of 
1984, M-1 has increased 85 percent and the monetary base has increased 72 
percent, far surpassing the original IMF targets. To contain monetary growth 
major cuts have been made in credit subsidies, particularly to agriculture and 
exports. In addition, a large cash surplus in the Treasury accounts is being 
used to fund a number of credit programs that had been previously funded 
through money creation. However, the favorable trade balance in 1984 has been 
pumping money into the economy beyond the Central Bank's capacity to absorb it 
and monetary policy remains a major problem area for economic policy makers. 


The GOB will probably have to further tighten monetary policy to meet the new 
IMF targets. 


In February 1983 the cruzeiro was depreciated by 30 percent against the dollar 
in a maxi-devaluation. Subsequent policy has been to fully offset Brazilian 
inflation through regular mini-devaluations which occur on the average of 
every five days. The cruzeiro depreciated by 289 percent in 1983 and 
depreciated by 137 percent during the first nine months of 1984. By 


comparison, inflation was also 137 percent during the first nine months of 
1984. 


Labor costs have been indexed well below the increase in the cost of living, 
and the cost of living index has lagged behind the general index of prices 
which is used to devalue the exchange rate to offset domestic inflation. The 
result has been a further improvement in the competitiveness of Brazilian 
exports, over and above that achieved by the maxi-devaluation in early 1983. 


FISCAL POLICY 


In 1983 and 1984 the GOB reduced real federal government spending, especially 
investment spending by state enterprises. Income taxes were increased 
substantially in 1983, particularly on unearned income, and now account for 
over half of federal tax revenues. These factors have produced a declining 
real operational deficit of the public sector (the deficit adjusted to remove 
indexation costs). However, the high cost of debt service -- particularly the 
indexation costs of the internal debt -- have kept the nominal public sector 
deficit (as defined by the IMF) at around 18 percent of GDP in 1983 and 1984. 


The personal and corporate income taxes are the primary tax revenue producers 
for the federal government. In addition, there are a federal excise tax and 
various specialized taxes. The Brazilian constitution closely limits the 
taxing authority of state and municipal governments. The value-added tax 
(ICM) provides most state government revenues, but municipalities and poorer 
states depend heavily on federal revenue transfers. 





Real interest rates remained high through the first nine months of 1984. In 
late 1984 bank certificates of deposit had nominal annual rates of around 300 
percent with real rates of between 25 and 30 percent. Interest rates will 
probably remain high in 1985 due to the central government's financing needs. 


Brazil's important state enterprises present a mixed picture. Publicly owned 
holding companies in the petroleum (Petrobras), communications (Telebras), and 
iron ore (CVRD) sectors have generally been self-financing, receiving few if 
any subsidies from the central government. However, state enterprises in the 
steel (Siderbras), electricity (Electrobras), and nuclear (Nuclebras) sectors 
borrowed heavily in the 1970's to finance large investments. Many of these 
investment projects are still not complete, while high interest rates on the 
loans have caused serious financial problems for these enterprises. During 
the next few years the completion of the remaining large 

projects (e.g. the Itaipu transmission line, the Tucurui hydroelectric 
project, the Acominas steel plant, and expansion in steel capacity at Cosipa 
and CSN) should improve the cash flow of the energy and steel enterprises, 
though several of them will still face difficulties in managing their large 
debt obligations. 


As part of its economic stabilization program the GOB has substantially 
reduced subsidies on export credits, agricultural credit, petroleum and wheat 
consumption, and utilities. The GOB is currently considering a plan to 
include government credit and subsidy programs and federal government 


borrowing in the Treasury Budget where they would be subject to Congressional 
approval. 


The new government, which takes office in March 1985, will likely consider 
substantial modifications to the present fiscal apparatus. These 
modifications could involve greater progressivity in the tax structure; more 
Congressional control over state enterprise spending, public debt policy and 
credit and subsidy programs; as well as greater fiscal independence for states 
and municipalities. 


INFLATION 


There was no progress in the fight against inflation in 1984. Inflation 
reached 211 percent in 1983 and for the 12 months ending September 1984 the 
increase was 213 percent. A rate of 223.8 percent was registered for 1984. 


Within the pattern of accelerating inflation, there have been wide dispersions 
of price increases in individual sectors. Traded goods were strongly affected 
by currency devaluation which totalled 300 percent in 1983. Food costs jumped 
substantially in 1983, while construction costs and wages tended to lag 
considerably behind the overall rate of inflation. During 1984 industrial 
prices have risen faster, reflecting the economic recovery and strong export 
demand. 





The outlook for inflation in 1985 is uncertain. A declining operational 
government deficit, reduced restrictions on imports and recent GOB moves to 
more restrictive monetary expansion will act to depress price rises. On the 
other hand, unexpectedly large exports caused an increase in the rate of 
monetary expansion in mid-1984 which exerted upward pressure on prices in late 
1984 and early 1985. The salary and government spending policies of the next 
government will also be important factors affecting inflation in 1985. 


BALANCE OF PAYMENTS 


Although 1982 and 1983 were years of extremely difficult balance of payments 
problems, considerable progress was made this year in reducing the current 
account deficit and foreign financing requirements. Continued improvement is 
expected. The 1985 current account deficit will be quite low and the foreign 
financing requirement less than in 1984. The current account deficit dropped 
from $14.8 billion in 1982 to $6.2 billion in 1983 and will be less than $2 
billion in 1984. 


A small trade surplus of $800 million in 1982 was increased to $6.5 billion in 
1983 and will be more than $13 billion in 1984, exceeding the IMF target goal 
of $9 billion. The trade surplus in 1983 was due primarily to surpressed 
imports. Imports declined $4 billion; exports increased $1.7 billion. 1984 
was the reverse of 1983. The strong trade surplus is due primarily to 
exports, up 16 percent to about $25 billion while imports will decline around 
6 percent to $13 billion. The strength of Brazilian exports this year is due 
to a combination of factors: (1) the 1983 maxi-devaluation; (2) the continued 
devaluation of the cruzeiro in line with domestic inflation; (3) wage 
increases slightly less than the rate of inflation; (4) excess capacity in the 
Brazilian economy; and (5) recovery in OECD economies. 


Trade results for the first three quarters of 1984 were extremely good. Total 
exports continued to expand. Industrial products led the way, expanding in 
value by 36 percent to $12.9 billion. Primary product exports expanded by 10 
percent in volume but earnings have been lower than originally expected 
because of low commodity prices. By October total exports had surpassed the 
1983 total and were 20 percent above the same period in 1983. Imports were 
down 8 percent in the first three quarters of 1984 over the severely depressed 
1983 level. With steadily growing domestic oil producton, Brazil is expected 
to reduce its payments for imported oil by approximately $1.5 billion in 

1984. With this space in the import bill and highly competitive exports, 
Brazil by September had surpassed the official target of a $9 billion trade 
surplus for the entire year of 1984. 


In the service account in 1983, lower interest rates reduced net interest 
payments by $1.8 billion to $8.6 billion despite an increase in the size of 
the debt. The service account in 1984 was again dominated by interest 
payments projected at $10.9 billion. 





In the capital account in both 1983 and 1984 Brazil rolled over all principal 
payments on debt owed to commercial banks and 95 percent of principal and 
interest on debt to official institutions such as the Export-Import Bank. In 
addition, Brazil raised $4.2 billion in 1983 and $6.5 billion in 1984 in new 
money from the commercial banks. The multilateral development banks have 
provided about $1 billion a year in both years in net financing to Brazil. 
The GOB ended 1983 with a balance of payments deficit of $3.3 billion, which 
was covered by borrowing from the IMF of $2.1 billion and an increase in 
arrears of $2.3 billion. In 1984, Brazil paid off all arrears and increased 
reserves substantially. Present estimates are that Brazil will end the year 
with $8 billion in reserves. Negotiations with commercial banks on the 
rescheduling of Brazil's debts with them began in mid-November. 


MINERALS AND ENERGY SECTOR 


PETROLEUM: In June 1984, Brazilian domestic petroleum production reached a 
milestone of 500,654 b/d, with a year-end target of 530,000 b/d. Domestic 
consumption of petroleum derivatives continued to decline to around 910,000 
b/d. During the first seven months of 1984, crude oi] imports averaged 
680,000 b/d and the gross oil import bill was about $4.15 billion. The goal 
is to reduce average crude oi] imports to approximately 625,000 b/d by the end 
of the year. This will mean daily imports of around 400,000 barrels by 
year-end. 


ALCOHOL PROGRAM: The government-assisted fuel alcohol program continues to 
prosper, with nearly 80 percent of vehicles sold in 1984 being 


alcohol-powered. Alcohol production for 1984 is estimated at 9 billion 
liters. Expected hydrated alcohol consumption is 4 billion liters and 
anhydrated alcohol is 2 billion liters. The substitution of alcohol for 
petroleum has saved nearly $6 billion since 1975. 


HYDROELECTRIC: More of Brazil's huge hydroelectric potential of some 213,000 
MW has come on line. The second of Itaipu's 700,000 KW generators is 
operational and this marks the initial commercialization of the 12,600 MW 
Itaipu potential. The first phase -- 4,000 MW -- of the Tucurui Dam project 
(final capacity 8,000 MW) has begun operation. Hydroelectric plants currently 
provide some 83 percent of the nation's electricity. 


NUCLEAR: The overall dimensions of the Brazilian nuclear program have been 
sharply reduced due to financial constraints. Angra I has experienced several 
operational problems requiring shut-downs, but when it is fully operational it 
will supply about 0.6 percent of the country's electricity. Angra II is under 
construction but will not be operational in this decade, and there is no 
definite timetable for the construction of additional reactors. Brazil's 
proven uranium reserves are slightly over 300,000 metric tons, with favorable 
prospects for discovery of additional reserves. 


MINERALS: The estimated value of Brazilian mineral production including 
Energy producing minerals, will increase 30 per cent to $10.84 billion in 1984 
from $8.34 billion in 1983. This expected gain will result from: an increase 





of 300 per cent in output from the Amazon region; gold production of 70 
metric tons; and the continued strong performance in the iron ore, bauxite and 
tin mining sectors. The iron ore mining phase of the $62 billion Grande 
Carajas project is scheduled to begin production in March 1985. This project 
could eventually provide export earnings of $14.6 billion. Mining companies 
believe that the Brazilian mining industry will continue to grow in the 
short-to mid-term because of the lack of investment opportunities in other 
industrial sectors. 


AGRICULTURE 


Brazilian agriculture in 1983/84 recovered somewhat from the previous year 
helped by increases in production of corn and soybeans to 20.9 and 15.3 
million tons respectively. Higher world prices for coffee and frozen orange 
juice concentrate led to greater export earnings for the overall agricultural 
sector, reaching $8.3 billion in 1983. Those higher prices also existed early 
in the marketing year for soybeans and soybean products, but erratic export 
policies during the year contributed to lower export earnings for these 
products. Output in the Northeast recovered as the rains were adequate in 
comparison with last year. The livestock sector was relatively stagnant as 
cattlemen are re-building their herds and all sectors -- beef, pork and 
poultry -- are faced with reduced demand resulting from lower purchasing 
power in the general population. Wheat imports were up as demand continued 
strong. The wheat consumption subsidy, although sharply reduced, coupled with 
price increases for substitute commodities, has kept wheat an important 
component of the Brazilian diet. Imports of dried beans and soybean oil for 
consumption and soybeans for processing and re-export were also authorized by 
the GOB. 


Agricultural policies continued their shift away from subsidies and towards 
the free market. The interest rate on production loans was raised to full 
monetary correcton plus three percent compared with 85 percent of monetary 
correction last year. In addition, the amount of money available to loan at 
these rates was curtailed as a part of the overall government austerity 
package. The remaining loans necessary will have to be made at commercial 
rates. Thus, the overall cost of agricultural credit will increase 
substantially. In addition, it was @mnounced that trade in agricultural 
products will be freed from the current restraints, subject to certain 
safeguards. 


The outlook for agriculture in the 1984/85 crop year is for modest growth 
overall but much will depend on the weather. Increased production should 
occur in export crops such as coffee and citrus products and possibly corn. 
Preliminary forecasts indicate production of coffee at 30 million bags and 
frozen orange concentrate at 620 thousand tons. The outlook for other crops 
such as soybeans, rice and beans is for production to be roughly equal to last 
year's levels, due primarily to the restrictions on credit. Exports for 1984 
should be roughly $9 billion. Exports for 1985 should be around the same 
level. 





INDUSTRY 


After suffering an almost continuous decline since early 1981, Brazil's 
industrial sector finally started showing signs of recovery in February of 
this year. According to the Brazilian Statistical Institute (FIBGE), 
industrial production in the first half of 1984 rose 5.1 percent compared with 
the same period of 1983. Increased oi] production, heavy demand for 
agricultural inputs, and a substantial rise in manufactured exports were the 
principal factors responsible for this growth. Capacity utilization rose in 
many sectors during the first half of 1984. The steel industry, for example, 
operated at 89 percent of capacity, while in the weaker capital goods sector 
idle capacity fell to 57.7 percent from 65 percent in 1983. Although the 
consumer goods and civil construction sectors remained very depressed, most 
other industrial sectors shared in the recovery. ~Spurred by petroleum 
production, mineral extraction rose an impressive 29.2 percent; growth in 
manufacturing output was a much more modest 4.3 percent. 


Industrial Production Index 
Weight 1983/1982 12 Months 1983/1984 
In Index Percentage Ending (Jan-June) 
Change 6/30/84 Percentage 
Percentage 
Total 100.00 -5.7 
Mineral Extraction 2.8 14.5 
Manufacturing 97.2 -6.3 
By End Users 
Capital Goods 9.0 -20. 
Intermediate Goods 49.3 -3. 
Consumer Goods 41.7 -5. 
Durables 7.9 4. 
8 -5. 


Nondurables 33. 


Of the industrial subsectors monitored by FIBGE, six showed growth in the 
-first six months of the year: mechanical equipment (up 15.1 percent); 
metallurgy (plus 12.2 percent); chemicals (plus 12.1 percent); pulp and paper 
(plus 6.2 percent); rubber (plus 6.1 percent); and transport equipment (plus 
4.3 percent). Negative performances were posted by the motor vehicle industry 
(down 12.1 percent); textiles (-5.8 percent); plastics (-4.8 percent); 
non-metallic minerals (-4.0 percent); electric and communication equipment 
(-3.8 percent); toiletries (-3.8 percent); and pharmaceuticals (-0.9 percent). 


In the first half of 1984, vehicle production totalled 413,641 units, a drop 
of 12.1 percent from the same.period of 1983. In contrast to last year, the 
output of passenger cars and station wagons/jeeps fell (by 14.8 and 12.4 
percent, respectively), while that of trucks soared 32 percent. The overal| 
drop was due to a 12.1 percent decline, to 330,236 units, in domestic sales. 

In 1983, sales were buoyed by a tax exemption for taxis averaging 44 percent. 
Of the vehicles sold on the domestic market in January-June 1984, 83.5 percent 
were alcohol-powered. In at least partial compensation for the drop in 
domestic sales, exports reached 90,955 units, 20.6 percent above the level 
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reached in the first half of 1983. The industry association (ANFAVEA) expects 
1984 production to reach 890,000 vehicles; the resultant 1 percent gain from 
1983 would be entirely due to exports. Export receipt in 1984 should total $2 
billion, 15 percent higher than in 1983. Output of tractors during the period 
hit 20,673 units, up a whopping 108 percent over January-June 1983. Domestic 
sales rose 96 percent, principally because of increased farmer income from 
some crops and the need to replace worn-out tractors. 


The Brazilian steel industry produced 8.9 million metric tons (MT) of crude 
steel during the first six months, up 32.8 percent from the 6.7 million MT 
turned out in the same period of 1983. Domestic consumption totalled 4.5 
million MT, an increase of 36.3 percent. Output of rolled steel products grew 
32.7 percent, to 7.3 million MT; flat-rolled steel products, manufactured by 
the state-owned mills, by 37.5 percent, to 4.4 million MT; and non-flat steel 
products, made by the private sector, by 31.9 percent to 2.9 million MT. 

Steel is currently projected to hit 19 million MT for the whole year, an 
increse of 29.2 percent over 1983's 14.7 million MT. During the first half, 
the industry exported 3.5 million MT of steel products valued at $728 million, 
up 25 percent in volume and 37.9 percent in value from the first half of 

1983. Imports of steel products totalled 69,890 MT worth $49.2 million, 
compared with 51,415 MT and $62.6 million in January-June 1983. 


The capital goods sector, badly hit by Brazil's economic recession since early 
1981, is showing signs of recuperating. It has been aided by a positive 
export performance and by increased demand from the agricultural sector. 
However, according to the president of the industry association (ABDIB), the 
sector will have to wait for at least six months of continued economic growth 
before new orders will come from domestic industry. Made-to-order equipment 
was the area most severely affected because of the curtailment of public 
sector investments that usually account for 65 percent of its orders. This 
subsector currently is operating with an idle capacity of 57.7 percent. 
Nevertheless, in general terms, companies making made-to-order equipment are 
guardedly optimistic. Overall sales are expected to rise 14 percent to $2.5 
billion this year, of which approximately $750 million will be exports. 


Brazilian textile production dropped 5.8 percent in the first half of 1984 
from the same period of 1983, due to a retraction in domestic sales. Fiber 
consumption dropped 5 percent to 427,500 metric tons. Only partially 
compensating for the domestic decline, exports increased 39.2 percent to $557 
million; the sector projects export receipts of more than $1 billion in 1984. 
This slide was in part due to the sharp rise in cotton prices in 1983 
resulting from crop damage from boll weevils. A reversal of the situation is 
expected in 1984 due to an improved crop. 


Apparently for the first time in history, in the first half of 1984 domestic 
Sales of shoes stagnated, remaining at 170 million pairs. In part this can be 
attributed to the relatively high cost of shoes (on average equal to half the 
minimum wage). Heavy exports of raw leather in 1983 resulted in a 1,300 
percent rise in the domestic price; despite subsequent leather imports, the 
internal price of leather remains quite high. More than compensating for the 
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domestic stagnation, footwear exports should total 150 million pairs this year 
up 66.6 percent in value over the previous year, and bring in receipts of 
around $1 billion. The U.S. market currently takes 70 percent of Brazilian 
shoe exports. 


Brazilian rubber production reached 133,464 tons in the first half, a gain of 
11.4 percent over the same period of 1983. Synthetic rubber, up 17.8 percent, 
accounted for 91.9 percent of total production. Domestic consumption of 
synthetic rubber grew 9.1 percent and imports fell 18.8 percent. Natural 
rubber production was only 17,000 tons, against domestic consumption of 40,500 
tons, and imports increased 149 percent. The tire industry is working at full 
capacity due to exports, especially to the U.S. 


The pulp and paper industry produced 3.3 million tons in the first six months 
of 1984, up 6.1 percent. Surging exports -- particularly of paper -- are 
compensating for a continued depressed domestic market. They are expected to 
hit $800 million this year, an increase of 42.8 percent from 1983. 


Cement production for the first half totalled 9.2 million MT, a drop of 13.2 
percent from the same period of last year. The industry continues to be 
hard-hit by the very low level of civil construction activity, and is 
operating at only 40.8 percent of capacity. 


The civil construction industry continues to be extremely depressed. This is 
especially important because of its traditional position as the largest 


employer of unskilled and semi-skilled workers. Civil construction has been 
doubly hit -- by the extreme cutbacks in public sector investments and by a 
severe drop in housing demand due to contraction of real incomes. Starts of 
new apartment buildings in Sao Paulo rose 14.9 percent in the first half of 
this year, but it was almost entirely in the upper end of the market. The 
National Housing Bank (BNH) is currently devising new financial formulas to 
see if some of the 200,000 units in stock can be sold. Its own financial 
situation has been greatly weakened: about 25 percent of its approximately 
3.5 million mortgages are in default. Recently the BNH instituted a bonus 
scheme for all borrowers, providing an average 19 percent discount in mortgage 
payments for a 12 month period. There are some signs that this already is 
having a stimulating effect as housing sales in the Sao Paulo market increased 
by 6 percent during the third quarter of 1984. 


Insolvency figures continued on the rise in the first half of 1984. The Sao 
Paulo Commercial Associaton reported that bankruptcy requests shot up 34.9 
percent from the same period of 1983, and the number of creditors’ agreements 
requested rose 29.1 percent. The Association also confirmed that the number 
of protested bills, among individuals and companies, continued to grow. 
Nevertheless, the wave of bankruptcies of larger companies and groups which 
many observers had predicted has not taken place. 


By the third quarter of 1984, signs of an overall upturn in even domestic 
demand were becoming evident. For the first time in several years, sales of 
consumer durables, notably household appliances, were increasing. A new 
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salary policy, which should maintain real wages, subsidies for holders of 
housing mortgages, and greater confidence by those who still have jobs that 
they may keep them, appeared to be helping consumer confidence. Such 
favorable signs, however, were being at least partially offset by diminished 
rates of growth and protectionist pressures in Brazil's principal export 
markets and concern that austerity measures imposed in September would result 
in scarce and more costly credit for working capital and reduced export 
competitiveness. Nevertheless, growth in industrial production during the 
year still appears likely to approach FIBGE's prediction of 8 percent. The 
rise in output of manufactures should be more modest -- on the order of 5-6 
percent. The expansionary measures which a new goverment is likely to enact 
should sustain current trends into 1985. 


LABOR 


There were signs of marginal improvement in the employment situation in Sao 
Paulo state, where over 70,000 new jobs opened in the last six months of 
1984. In other cities, there was a like improvement -- principally in 
export-oriented industries. Civil construction, one of the main employment 
generators for the unskilled, continued to lag behind, however. 


Labor problems -- strikes, demonstrations and sit-ins -- were fairly frequent 
as workers sought to increase incomes depreciated by the 200 percent-plus 
inflation rate. Real wages continued to fall but at a lesser rate than 1983's 
19 percent. Especially hard hit were sugar cane growers in Sao Paulo and 
Pernambuco and metalworking industries in the greater Sao Paulo area. In both 
areas violence accompanied worker unrest. 


After months of Congressional debate, the President signed a law revising the 
basic salary law (2065) effectively increasing wages of middle and 
upper-middle wage earners. Both presidential candidates have made salary 
adjustment an integral part of their platforms. For example, the government's 
presidential candidate Paulo Maluf promised a 13th month wage (in effect a one 
month's Christmas bonus) to all federal government workers if he was elected. 
The unions, however, are generally lining up behind his opponent Tancredo 
Neves. Neves has been rather vague about his plans for the union movement 
should he win, but has indicated that he favors a "Social Pact" that would 
place restraints on both labor and management. Regardless of who is elected, 
wages will probably be indexed at 100 percent of inflation. 


IMPLICATIONS FOR THE U.S.: INVESTMENT POLICY 


Foreign capital, including reinvestments in Brazil, as registered by the 
Central Bank totalled $22.3 billion as of December 30, 1983, an increase from 
December, 1982's level of $21.4 billion. U.S. investments totalled $7.2 
billion, a slight increase from 1982 levels, and represented 32.2 percent of 
total foreign investment. The largest investors after the U.S. are West 
Germany, Japan, Switzerland, the United Kindom and Canada. These countries 
account for approximately 41 percent of the total. Total European Economic 
Community investment was $6.6 billion, roughly 30 percent of the total. 
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It is the Brazilian government's general policy to encourage foreign 
investment because of the impetus to growth and industrial development given 
by foreign capital and technology, and because of its overall contributon to 
the balance of payments. The basic Brazilian statutes governing foreign 
investment (Law 4131 of September 3, 1962, and Law 4390 of August 29, 1964) 
grant foreign investments essentially the same treatment as domestic capital. 
A range of import, financial and fiscal incentives are available to foreigners 
as well as Bazilian investors. Certain markets, however, are reserved for 
Brazilian nationals, such as the merchant marine, the information media and 
petroleum exploration and refining (other than on the basis of a risk contract 
with Petrobras, the state oi] company). Foreign investors are subject to 
certain restrictions in other sectors such as banking, informatics, 
petrochemicals, mining, telecommunications, pharmaceutcials, and aircraft. 

The government has also been reluctant to allow foreign participation in the 
alcohol fuels program. 


Sectors in which foreign capital seems to be most welcome are those involving 
import substitution, export expansion, capital goods manufacturing, and those 
related to priorities such as agro-industry, essential consumer goods, and 
major projects such as the Grande Carajas project and the Cerado development 
for agriculture in the center of the country. In addition, Brazil has regional 
development and incentive programs for areas such as the Northeast and the 
Amazon, as well as a Free Trade Zone in Manaus. 


The Brazilian government's clear preference for joint ventures, plus the 
advantages, such as access to advantageous credit arrangements, available to 


firms with majority local capital, have induced a number of multinationals, 
especially those depending on sales to the government or to state enterprises, 
to take on Brazilian partners. Brazil's stated intention to sell off certain 
state enterprises may also provide opportunities for private foreign 
investment. 


Decree Law 1994 of December 29, 1982 and Ministry of Finance Order Number 1383 
reduced Brazilian corporate income tax liability as part of an effort to 
encourage foreign creditors to transform their loans into equity investment. 
This, as were earlier efforts to attract additional foreign investment, was 
reportedly only modestly successful. 


IMPLICATIONS FOR THE U.S.: IMPORT POLICY 


Brazil implemented some trade liberalizing measures in September, 1984. 
However, continued import restrictions, domestic recession and a drive for a 
large trade surplus have combined to keep imports at low levels. Demand may 
increase in 1985, but imports will probably still remain below 1982's level of 
$19.4 billion. The initial forecasts for 1985 see imports reaching $17.4 
billion, up roughly $3 billion from 1984's expected results. 


New regulations were issued which somewhat liberalize the import regime. They 
allow import financing under Resolution 767 for periods from 180 days up to 
five years to coincide with financing terms of foreign institutions, such as 
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the Export-Import Bank. In addition, import surtaxes of 100 percent and 30 
percent have been reduced to 30 and 10 percent respectively and incorporated 
into the tariff schedule. Approximately 2000 items were taken off the 
prohibited list. Finally, the "Law of Similars" test will not be applied to 
imports financed for more than 360 days and CACEX will no longer suspend 
import permits for companies with approved import programs. 


These changes, while moving toward a more liberal import regime, are expected 
to have very limited bene“its for U.S. exporters since tariffs are still high 
and many trade restricting administrative practices remain in place. For 
example, some sectors, notably informatics, are closed to imports when a 
national alternative is available. The more important products removed from 
the prohibited list are specialty shoes and perhaps some chemicals. A 
potential benefit may be less bureaucratic intervention in trade practices. 


Brazil in 1984 should export approximately $27 billion, up 23 percent from 
1983, and import $13 billion, down 9 percent from last year. Manufactured 
goods will account for 50 percent of the exports while petroleum products wil] 
account for roughly 45 percent of all imports. The U.S. will supply nearly 30 
percent of Brazil's non-oil imports, 15 percent overall, and purchase 
approximately 30 percent of Brazil's exports. In dollar terms, U.S. exports 
to Brazil will fall approximately 10 percent in 1984 while Brazil's exports to 
the U.S. will increase by roughly 15 percent resulting in a trade surplus in 
favor of Brazil of around $5 billion. U.S. agricultural exports to Brazil in 
1984 will total roughly $430 million. 


Continuing economic problems limit the potential of the Brazilian market for 
U.S. exporters but results in 1984 should be slightly higher than in 1983. 
There may be some improvement in 1985, but probably not by a significant 
amount. The $1.5 billion Export-Import Bank credit facility became operative 
in mid-1984 and, although little used to date, may help to some degree. The 
most promising areas for U.S. exporters are specialized oilfield supplies, 
instrumentation, avionics, and some capital goods. Otherwise, imports which 
are not used in the production of exports will remain limited. Suppliers 
should check the latest restricted lists of CACEX, the Foreign Trade 
Department of the Bank of Brazil. 
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This report answers your questions on export control: 

e How many license applications were processed in FY 19837? 

e What commodities controlled under the Export Administration 
Act were exported to the U.S.S.R., Soviet Bloc countries, and 
the People’s Republic of China? 
What were the national security, foreign policy, and short supply 
controls in operation during FY 1983, and how were they 
employed? 
How has export control enforcement been stepped up in the 
past year? 
What have been the achievements of the program to keep U.S. 
companies from complying with foreign boycotts? 
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The report also includes: 

e The Export Administration Act of 1979, as amended. 

e The report to Congress extending and expanding foreign 
policy export controls in January: 1983. 
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